yard had already been routinely collecting (he inputs to
(his measure, that is, numhours allowed and man hours ex-
pended. Manlunirs allowed Eire typically based on either
historical data or on engineered standards, Prior to imple-
mentation of the project, the shipyard, with help from the
Navy Personnel Research and Development Center, en-
hanced its management information system to more accu-
rately measure performance efficiency and to provide
monthly automated incentive award calculations and con-
tinual award (racking.

Under the performance-contingent reward system set up
at Pearl Harbor, work gangs were eligible for awards
whenever they saved manhoiirs by completing their jobs in
les.s time than the standards allowed. The shipyard shared
the value of these saved hours with its employees in the
form of incentive awards. It distributed the work gang's
saved hour.s to members on the basis of each worker's con-
tribution to the gang, (hat is, his or her portion of the
gang's total work hours. The sharing rate used during
testing of the system was 50 percent; the shipyard paid out
half of the cost savings associated with a work gang's
manhour savings to gang members as incentive awards,
and it retained the remaining 50 percent. The actual value
of each saved hour reflected the employee's accelerated
hourly wage rate as defined by the comptroller.

Shop foremen participated! in a similar incentive system.
To encourage cooperation and better coordination, all fore-
men were considered as one group, which was eligible for
awards whenever performance of the entire shop resulted
in manhour savings. In addition, to encourage foremen to
work together to help the shop improve, each foreman re-
ceived a one-time bonus of $125 the first time the shop's
performance factor exceeded 100 percent.

Historically, the shop selected for test of the incentive
system had spent many more manhours to complete its
work than standards allowed. Since the shipyard did not
have an extensive methods and standards program, this
discrepancy might have been the result of unrealistic
standards rather than poor group performance. Given ex-
isting standards, few, if any, work gangs would have
earned incentives, even though they might have been the
best performers in the shop. Since incentive systems do
not motivate employees to improve performance unless
workers believe that the incentive standard is realistic and
can actually be achieved, shipyard management decided to
increase (lie hours allowed by 10 percent for purposes of
subsequent award calculations. Thereafter, work gangs ac-
crued manhour savings whenever their adjusted perform-
ance factors exceeded 100 percent and, likewise, foremen
earned awards whenever the shop's adjusted performance
factor exceeded 100 percent.

Before testing of the system got under way, Pearl Har-
bor issued an instruction describing the incentive system
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and specifying responsibilities during the test period. Tlie
shipyard commander designated a senior military officer as
project manager, and a general foreman within the test
shop served as system coordinator. Shipyard management
also negotiated an agreement with the local union to per-
mit the trial to take place and obtained approval from the
appropriate headquarters commands as well.

Finally, employees and supervisors in the test shop re-
ceived training to assure their understanding of the en-
hanced performance measurement system and the group
incentive system. The 30-minute sessions for workers cov-
ered the basic functioning of the system and their rights
under it. Participation in the program was voluntary; how-
ever, less than 1 percent of the employees opted not to
participate. Additional subjects covered during the hour-
long session for foremen included steps that foremen
should take to ensure the accuracy of the performance
reports.

Following these preparations, the shipyard implemented
test of the performance-contingent reward system in shop
31, the inside machine shop. Shop 31 is one of 17 produc-
tion shops at the shipyard and employs approximately 4SO
wage grade employees and 23 foremen assigned to 18
work gangs. It was chosen as the test site because it Is rep-
resentative of large production shops at the shipyard and
because it is the lead shop on many of the shipyard's im-
portant work packages. In general, management in shop
31 was very supportive of the experiment.

Performance and cost savings results
During the 19-month trial period, employees earned a
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